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Problems  of  the  Underdeveloped  Countries — II 

IIY  HAROLD  H.  HUTCHESON 

Natural  resources  and  agricultural  development  were  discussed  by 
Mr.  Hutcheson  in  “Problems  of  the  Underdeveloped  Countries— I," 
Foreign  Policy  Reports,  September  15,  1948. 


INDUSTRIAL  DEVELOPMENT 

The  point  that  must  be  determined  in  any  pro¬ 
gram  to  stabilize  and  balance  the  economy  of  un¬ 
derdeveloped  countries  is  the  structure  of  industrial 
development  that  will  prove  mose  feasible  given 
the  available  resources.  .A.s  might  be  expected,  ex¬ 
pert  opinion  on  this  point  is  by  no  means  unani¬ 
mous.  Much  depends  on  the  conditions  prevailing 
in  the  particular  country  or  area  under  considera¬ 
tion.  There  are,  in  fact,  many  political  units  which 
comprise  too  small  a  market  for  efficient,  large-scale 
enterprise.  The  size  of  the  market,  however,  is  not 
simply  a  matter  of  geographical  area:  it  is  also  a 
function  of  national  income;  the  existence  of  trans¬ 
port  and  communication  facilities;  and  the  possibil¬ 
ities  for  increased  foreign  trade.  Approaching  the 
problem  from  this  point  of  view,  some  observers 
have  concluded  that  a  solution  is  possible  provided 
“development  could  be  carried  out  in  one  stroke,” 
since  this  would  be  “tantamount  to  the  formation 
of  a  market  big  enough  to  support  it.” 

The  underlying  idea  here  is  that  the  addition 
of  new  industries,  one  by  one  over  a  long  period  of 
time,  does  not  generate  the  increase  of  income 
that  is  necessary  to  provide  a  profitable  market; 
but  where  there  is  a  multiple — i.e.,  many-sided — 

I.  League  of  Nations,  Industnalizution  and  Foreign  Trade 
(i945'.I!.A.I()),  p.  41.  Sec  also,  P.  N.  Rosenstein-Rodan,  “Prob¬ 
lems  of  Industrialisation  of  Pastern  and  Southeastern  Europe," 
Economic  loiirnal,  June-September  1943,  pp.  202-11,  and  “The 
International  Development  of  Economically  Backward  Areas,” 
International  Affairs,  April  1944,  pp.  157-65.  Another  advocate 
of  multiple  development  is  K.  Mandelbaum,  T/ie  Industrialisation 
of  Bacl(u'ard  Areas  (Oxford.  Basil  Blackwell,  1945),  Oxford 
University,  Institute  of  Statistics,  Monograph  No.  2.  He  gives 
a  model  for  the  industrialization  of  Eastern  Europe,  and  al¬ 
though  the  data  are  necessarily  hypothetical,  they  constitute  an 
interesting  example  of  the  elaborate  calculations  that  must  be 
made  in  preparing  a  detailed  plan  for  development.  Some 
useful  comments  on  this  study  have  been  made  by  R.  A.  Rah- 
mer,  “Note  on  the  Industrialisation  of  Backward  Areas,” 
Economic  journal,  December  1946,  pp.  657-61.  The  advan¬ 
tages  to  be  had  from  the  simultaneous  development  of  several 
branches  of  industrial  enterprise  were  recognized  by  several 
early  American  economists.  Tench  Coxe,  for  example,  was  an 
exponent  of  the  multiple  creation  of  new  industries.  See  H.  H. 
Hutcheson,  Tench  Coxe:  A  Study  in  American  Economic  De¬ 
velopment  (Baltimore,  lohns  Hopkins,  1938).  Gixe  assisted 
.Mexandcr  Hamilton  in  the  preparation  of  the  famous  Report 
on  Manufactures  (1791),  which  contains  many  sound  ideas  on 
the  subject  of  economic  development. 


expansion  of  productive  facilities,  involving  large 
investment  outlays,  this  difficulty  is  readily  over¬ 
come.  In  the  latter  instance,  a  mass  market  would 
automatically  come  into  being,  and  the  problem  of 
selling  the  output  would  not  arise,  at  least  in  the 
short  run.  Large-scale  production  in  several  indus¬ 
tries  would,  in  turn,  bring  economies.  In  brief, 
under  this  scheme  the  underdeveloped  country 
could  create  rapidly  an  economic  system  compar¬ 
able  to  that  of  the  wealthier  nations. 

Hut  multiple  industrial  development  presupposes 
a  rate  of  capital  formation  that  is  unlikely  to  be 
achieved,  even  in  a  country  such  as  India  which 
already  has  a  considerable  industrial  economy.’ 
As  noted  below,  low-income  areas  have  little 
margin  for  saving,  while  the  funds  which  can  be 
obtained  by  borrowing  abroad  are  decidedly  lim¬ 
ited.  From  this  it  follows  that  unless  there  are 
unusually  rich  natural  resources,  as  in  the  Soviet 
Union,  a  rapid  rate  of  industrialization  is  not  pos¬ 
sible  in  underdeveloped  nations.^  “A  period  of 
capital  construction,  extending  over  one  or  per¬ 
haps  several  generations,  will  be  needed  in  most 
backward  areas.”^  It  should  also  be  emphasized 
that  industrial  development  is  fundamentally  a 
social  process;  the  rate  at  which  new  capital  can 
be  absorbed  is  closely  related  to  the  readiness  with 
which  new  ideas  are  adopted,' 

For  these  and  other  reasons,  it  may  well  be  that 
the  most  desirable  structure  of  industrial  develop- 

2.  Colin  Clark,  "The  Rate  of  Economic  Development  in  Dif¬ 
ferent  (Countries,”  Indian  Quarterly  (New  Delhi,  Indian  Coun¬ 
cil  of  World  Affairs),  January-March  1948,  pp.  12-21,  puts  the 
current  rate  of  saving  in  India  at  6-7  per  cent  of  national  in¬ 
come,  and  states  that  even  if  this  proportion  is  increased,  the 
funds  available  during  the  next  ten  years  will  be  much  less 
than  the  sum  required  to  develop  that  country’s  industries. 

3.  N.  S.  Buchanan,  “Deliberate  Industrialisation  for  Higher  In¬ 
comes,”  Economic  fournal  (London),  December  1946,  p.  552, 
states  that  “A  very  poor  country  that  endeavored  to  industrialise 
at  a  very  rapid  rate  would  have  to  borrow  enormous  sums 
abroad  or  allow  many  of  its  people  to  die  of  starvation.” 

4.  Mandelbaum,  Industrialisation  of  Bacl^ward  Areas,  cited, 
p.  7.  According  to  Clark,  “The  Rate  of  Economic  Develop¬ 
ment."  cited,  “Russia,  whatever  else  it  may  be,  is  certainly  not 
an  example  of  rapidity  of  material  progress.”  p.  15. 

5.  See  Eugene  Staley,  World  Economic  Development  (Mon¬ 
treal,  ILO.  1944),  p.  69;  A.  J.  Brown,  Industrialization  and 
Trade  (London,  Oxford  University,  1943),  pp.  ayff. 
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ment  is  one  that  concentrates  at  first  on  light  indus¬ 
tries — textiles,  shoes,  furniture,  and  other  products 
for  immediate  consumption — with  the  creation  of 
capital  goods  industries  limited  to  those  which  sup¬ 
ply  the  requirements  of  agriculture,  e.g.,  farm  im- 
I  plements,  fertilizer,  processing  machinery,  and  so 
forth.  Industrialization  along  these  lines  involves 
less  inflationary  pressure  on  the  economy,  not  only 
1  because  the  capital  outlays  are  smaller,  but  also 
because  the  investments  result  in  a  quick  flow  of 
products  to  meet  the  mounting  consumer  demand. 
Heavy  industry,  on  the  other  hand,  requires  much 
capital,  with  a  considerable  lapse  of  time  before 
the  supply  of  wage  goods  is  perceptibly  increased. 
.Moreover,  the  light  industries  can  be  developed 
without  large-scale  urbanization,  thereby  reducing 
the  total  capital  outlay.  Decentralized,  small-scale 
rural  industry  has  other  advantages.  It  provides 

I  part-time  employment  for  the  farm  population. 
Locally  producecl  raw  materials  can  be  used,  with 
savings  in  transport  costs.  Workers  learn  various 

I  trades,  and  this  increases  the  supply  of  skilled  labor 
available  for  later,  large-scale  industrial  develop¬ 
ment.  Decentralization  of  industry  “will  not  only 
have  the  advantage  of  minimizing  the  disturbance 
to  the  structure  of  rural  communities,  but  will  also 
j  minimize  the  risk  of  detriment  to  health  which  too 
j  often  follows  on  urbanization  of  poor  popula- 

itions.”^  Finally,  when  allowance  is  made  for  im¬ 
port  costs — transport  charges,  middlemen’s  profits, 
and  so  on — it  may  well  be  that  the  prices  of  many 

I  consumer  goods  produced  locally  on  a  small  scale 
will  represent  some  saving  to  the  buyer.^  In  due 

6.  Report  of  FAQ  Preparatory  Commission  on  World  Food 
Proposals  (Washington),  January  1947,  p.  ii.  The  large  social 
costs  involved  in  providing  a  supply  of  labor  for  rapidly  de¬ 
veloped  large-scale  enterprise  in  undevelojjed  countries  are 
clearly  indicated  by  the  experience  of  South  Africa,  par- 

Iticularly  in  the  growth  of  the  mining  industry  there.  See 
S.  H.  Frankcl,  Capital  Investment  in  Africa  (London,  Oxford, 
•93^).  P.  I  iff.  He  notes  the  ever  present  danger  that  the  total 
net  income  of  society  may  actually  be  reduced  when  the  village 
community  is  disrupted — a  risk  that  arises  even  when  “a 
benevolent  authority  undertakes  all  development  purely  in  the 
interests  of  the  indigenous  society  itself."  A  comparable  situa¬ 
tion  is  likely  to  arise  where  the  state  "industrializes  agriculurc.” 

7-  Cf.  League  of  Nations,  Industrialization  and  Foreign 
Trade,  cited,  p.  53.  It  is  assumed  above  that  the  local  industry 

iuses  reasonably  modern  techniques  and  equipment.  The  Ag¬ 
ricultural  Industry  Service  of  UNRRA  financed  a  number  of 
projects  for  small-scale  rural  industry,  which  are  considered  to 
have  been  highly  successful.  See  Report  of  FAO  Preparatory 
!  Commission,  cited.  India  early  developed  a  thriving  peasant  in¬ 
dustry,  particularly  in  textiles,  but  competition  of  the  highly 

I'i  mechanized  industry  of  the  West  brought  a  decline.  See  G.  E. 

Hubbard,  Eastern  Industrialization  and  Its  Effect  on  the  West 
j  (London,  Oxford,  1938),  and  ed.,  pp.  248-49.  Although  the 
authors  of  the  "Bombay  Plan”  envisage  a  considerable  increase 
of  heavy  industry,  to  minimize  the  impact  of  this  program  on 
the  standard  of  living  they  proposed  the  fullest  possible  use 
of  small-scale  and  cottage  industries  in  the  early  stages  of  their 
,  plan  to  supply  consumer  goods.  See  The  "Bombay  Plan"  for 

1  India's  Economic  Development  (New  York,  Institute  of  Pacific 
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course,  as  the  people  develop  an  “industrial  con¬ 
sciousness,”  there  can  be  a  steady  transition  toward 
larger-scale  operations,  with  production  for  the 
broader,  national  market.  Progress  in  this  direction 
will  be  accelerated  where,  in  the  early  stages  of 
development,  a  country  gives  as  much  attenti.on 
to  the  need  for  transport,  communication  and  mar¬ 
keting  facilities  as  it  does  to  the  expansion  of  in¬ 
dustry.®  The  government,  however,  must  always 
relate  investment  in  transportation  to  the  probable 
demand  for  such  services,  otherwise  this  sector  may 
bectjme  overdeveloped;  scarce  resources  urgently 
needed  for  industrial  and  agricultural  expansion 
may  be  wasted.  Again,  the  practice  of  charging  low 
freight  rates  to  promote  development  may  some¬ 
times  cause  an  uneconomic  growth  of  industry.’ 

In  most  underdeveloped  countries,  however,  the 
smallness  of  the  national  market  will  remain  a 
handicap  to  industrial  expansion,  even  after  the 
means  of  transportation  have  been  improved.  For 
this  reason  it  has  been  suggested  that  economic 
planning  on  a  regional  basis  will  make  possible 
gains  in  real  income  that  no  one  country  alone  can 

Relations,  1944),  p.  2.  In  its  statement  on  industrial  policy, 
April  6,  1948,  the  government  of  India  took  note  of  the  im¬ 
portance  of  cottage  industry,  especially  since  imports  of  capital 
g(K)ds  for  large-scale  industry  could  not  now  be  had  in  desired 
volume;  accordingly,  the  government  will  set  up  a  Cottage 
Industries  Board  to  foster  small-scale  industries.  This  follows 
a  recommendation  made  by  the  Industries  Conference,  held  in 
December  1947.  In  the  Netherlands  Indies  attempts  were  made 
in  the  1920’s  to  establish  large-scale  manufacturing,  but  these 
failed  for  lack  of  markets  ready  to  absorb  the  output.  See 
League  of  Nations,  Industrialization  and  Foreign  Trade,  cited, 
p.  51.  Later,  the  Regulation  of  Industries  Ordinance  of  1934 
provided  for  a  Credit  Fund  for  Small  Industries  to  encourage 
the  growth  of  rural  industry.  For  details,  see  Jan  O.  M.  Broek, 
Economic  Development  of  the  Netherlands  Indies  (New  York, 
Institute  of  Pacific  Relations,  1942),  pp.  82(1.  A  similar  plan 
was  put  into  force  in  Western  China  during  the  war,  the  gov¬ 
ernment  aiding  in  the  establishment  of  co-operative  peasant 
workshops.  See  D.  K.  Lieu,  China's  Economic  Stabilization  and 
Reconstruction  (New  Brunswick,  Rutgers  University,  1948), 

p.  17. 

8.  Some  writers  contend  that  such  types  of  real  capital  for¬ 
mation  are  the  most  productive  form  of  investment  which  low- 
income  areas  can  make  initially.  See  Buchanan,  “Deliberate 
Industrialization,”  cited,  p.  541.  On  this  and  other  points  re¬ 
garding  the  order  of  economic  development,  much  can  be 
learned  from  the  experience  of  those  countries  which  have 
achieved  a  large  national  income.  For  example,  in  the  early 
growth  of  the  American  economy,  a  large  part  of  total  capital 
outlay  was  on  canals,  and  later,  railroads;  most  foreign  capital 
was  for  transport.  In  many  underdeveloped  countries,  available 
transfxirtation  facilities  were  built  largely  by  foreign  investors; 
as  in  the  early  history  of  our  industrial  growth,  much  transport 
construction  was  for  the  purpose  of  facilitating  the  export  of 
food  and  raw  materials.  What  is  now  needed  is  an  internal 
network.  The  main  drawback,  however,  is  that  transportation 
requires  considerable  capital.  See  J.  E.  Holmstrom,  Railways  and 
Roads  in  Pioneer  Development  Overseas  (London,  P.  S.  King, 
»934). 

9.  Frankel,  Capital  Investment  in  Africa,  cited,  pp.  388ff, 
states  that  railroad  development  in  South  Africa  has  been 
overdone,  often  with  the  result  that  general  development  is 
actually  retarded,  rather  than  promoted. 
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achieve.  A  customs  union,  followed  by  an  economic 
merger,  enables  the  participants  to  develop  their 
resources  jointly;  industries  in  the  several  coun¬ 
tries  can  be  co-ordinated  and  integrated,  and  with 
a  larger  market  at  their  command  can  attain  the 
most  economical  level  of  production.  Already,  sev¬ 
eral  countries  have  become  interested  in  such  an 
arrangement.  Thus  in  Eastern  Europe,  Poland  and 
Czechoslovakia  have  agreed  to  a  considerable  de¬ 
gree  of  integration  and  co-ordination  in  their  in¬ 
dustrial  development.*®  In  Latin  America,  a  num¬ 
ber  of  governments  are  considering  customs  unions 
with  their  neighbors.**  During  the  drafting  of  the 
ITO  Charter,  customs  unions  were  considered  at 
length  in  response  to  the  demand  made  by  spokes¬ 
men  for  the  primary  producers  that  countries  now 
seeking  to  become  industrialized  should  be  allowed 
to  have  a  system  of  preferential  trade — i.e.,  form 
customs  unions. 

But  even  when  such  formal  tariff  arrangements 
are  not  put  into  force,  there  may  yet  be  a  certain 
measure  of  specialized  production  on  a  regional 
basis.  In  the  opinion  of  some  observers,  India  may 
become  a  leading  producer  of  steel  and  other 
metals,  supplying  most  of  the  requirements  for  de¬ 
velopment  in  other  Far  Eastern  countries;  likewise, 
Japanese  heavy  industry,  if  it  is  allowed  to  produce 
for  export  again,  could  supply  machinery  and  other 
equipment.  With  respect  to  Africa,  the  rapidly 
growing  industry  of  the  Union  of  South  Africa 
could  become  a  mainspring  for  industrial  develop¬ 
ment  of  neighboring  territory.  Regional  co-opera¬ 
tion,  however,  is  a  product  of  slow  growth.  But  me 
several  commissions  which  have  been  created  by 
the  UN  Economic  and  Social  Council  to  study  the 
problems  of  particular  areas  will  undoubtedly  make 
much  progress  in  this  field  possible.*^  A  risk  to  be 
guarded  against  is  that  the  development  of  a  re¬ 
gional  economy  may  involve  restrictive  measures 
no  less  damaging  to  the  international  economic 
order  than  the  policies  which  characterize  economic 
nationalism. 

FINANCING  DEVELOPMENT 

Whatever  type  of  development  is  undertaken, 

10.  For  details,  sec  Business  Weel^,  May  22,  1948,  pp.  T17-18; 
also  Foreign  Commerce  Weel^ly,  March  27,  1948,  p.  20. 

11.  See  Henry  Chalmers,  “Inter- American  Trade  Policy,"  in 
Economic  Problems  of  Latin  America,  cd.  by  S.  E.  Harris  (New 
York,  McGraw-Hill,  1944),  Chap.  VIII.  Three  countries — 
V’cnezuela,  Colombia  and  Ecuador  —  have  created  a  company 
to  build  up  a  common  merchant  marine.  See  Economic  De¬ 
velopment  in  Selected  Countries:  Plans,  Programmes,  and 
Agencies  (Lake  Success,  United  Nations,  1947),  p.  149.  Unless 
they  are  carefully  devised,  however,  customs  unions  can  become 
a  vehicle  for  even  {treater  restrictions  on  world  trade,  with  crip- 
plin{t  effect  on  the  economies  of  both  developed  and  under- 
develofied  nations. 

12.  See  p.  1 16. 


whether  it  be  national  or  regional,  industrial  or 
agricultural,  a  key  factor  in  the  process  is  capital 
formation — the  creation  of  new  productive  facil¬ 
ities.*^  These  will  require  large  expenditures,  as  will 
also  the  training  of  workers,  the  provision  of  mini¬ 
mum  social  services  and  the  like.  Moreover,  funds 
will  be  needed  not  only  for  the  purchase  of  local 
materials  and  manpower,  but  also  for  many 
products  which  must  be  obtained  abroad.  Of  the 
two  types  of  outlays,  domestic  financing  is  the 
more  important,  since  real  capital  formation  is 
largely  a  matter  of  local  construction — new  high¬ 
ways,  railroads,  factory  buildings,  port  facilities, 
and  so  forth — and  the  improvement  of  existing 
methods  of  production,  both  of  which  must  take 
place  within  the  country.  Efficient  development, 
however,  depends  on  the  use  of  modern  machinery  j 

and  technological  skills,  and  these  must  usually  be  | 

imported.  With  respect  to  the  rate  of  development, 
rather  than  the  direction  it  takes,  imports  of  con¬ 
sumer  goods  may  also  be  of  crucial  importance, 
because  they  offset  to  some  extent  the  reduction  in 
consumption  that  must  take  place  when  capital  is 
being  rapidly  created.  | 

In  underdeveloped  countries,  however,  per  capita 
income  and  consumption  are  low;  accordingly,  i 
normal  savings  of  the  population  will  prove  in¬ 
sufficient  to  finance  a  sizeable  increase  in  produc¬ 
tive  capacity.  Frequently,  those  who  do  put  aside 
a  part  of  their  income,  do  not  make  the  resulting 
fund  available  for  productive  purposes.  Thus,  for 
example,  a  common  practice  among  peasants  has 
i.'cen  to  keep  a  private  hoard  of  paper  money  or 
metal  coins;  while  in  India,  the  well-to-do  have 
amassed  a  considerable  stock  of  gold,  silver  and 
precious  stones  which  represent  idle  savings.  More¬ 
over,  in  many  backward  economies,  moneyed 
people — traders,  landlords  and  others — who  do  not 
hoard,  often  confine  the  use  of  their  funds  to  the 
purchase  of  real  estate  and  mortgages,  instead  of 
investing  in  new  or  improved  productive  facilities. 

All  of  these  practices  reflect  in  part  the  lack  of  a 
spirit  of  enterprise,  and  in  part  the  fact  that  institu¬ 
tional  arrangements  for  full  mobilization  of  financial 
resources  have  not  yet  come  into  being.  But  now 

I  The  need  for  trained  personnel — those  who  are  qualified 
in  administrative,  civic,  technical  and  cn{iinccring  skills— can¬ 
not  be  overemphasized.  Technicians  arc  indispensable  in  any 
proirram  for  sustained  economic  and  social  development.  In  the 
opinion  of  some  students,  an  increase  in  trained  personnel  is 
more  important  than  capital  formation  as  such.  On  this  fyiint, 
see  Eugene  Staley,  “Economic  Development  and  International 
.\id  in  Asia,”  Proceedings  of  the  Twenty-Second  Annual  Confer¬ 
ence  of  the  Pacific  Coast  Economic  Association  (Seattle,  Washing¬ 
ton),  December  29-30,  1947,  pp.  41-43.  See  also.  Economic  and 
Employment  Commission,  Subcommission  on  Economic  Devel¬ 
opment,  Report  of  Second  Session,  14  June  to  30  June  1948. 

UN  Doc.  E/CN.1/61,  dated  i  July  1948. 
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that  most  governments  are  active  in  promoting 
new  industry,  they  must  also  provide  the  channels 
through  which  voluntary  savings  can  be  put  to 
cfTecive  use.  Until  the  funds  made  available  in  this 
manner  have  been  considerably  increased,  internal 
financing  of  development  must  be  by  means  of 
inflation,  or  forced  saving. 

For  most  countries  which  now  seek  a  more  ra¬ 
tional  use  of  resources,  the  expansion  of  public 
credit  will  not  be  a  new  experience.  In  the  past, 
many  governments  have  tended  to  spend  much 
more  than  they  collected  in  revenues,  covering  the 
deficit  by  advances  from  the  central  bank.  Since 
underdeveloped  national  economies  are  heavily  de¬ 
pendent  on  foreign  trade,  such  inflationary  expan¬ 
sion  of  the  money  supply  has  usually  occurred  when 
exports  declined.  But  capacity  to  produce  locally 
what  the  consumers  desire  is  in  turn  limited  by  the 
lack  of  development,  with  the  result  that  the  in¬ 
crease  in  income  through  deficit  financing  has 
brought  little  additional  output;  instead,  it  has 
been  reflected  in  rising  prices.  Wages  lag,  and 
therefore  the  majority  of  the  people  experience  a 
fall  in  their  already  low  standard  of  living.  This 
involuntary  decline  in  consumption  is  forced  sav¬ 
ing.  On  the  other  hand  those  whose  income  docs 
rise,  increase  their  purchases,  particularly  of  im¬ 
ported  products.  When  the  government  seeks  to 
cut  the  latter  by  quotas  or  higher  duties — as  it  must 
to  prevent  the  depletion  of  gold  and  foreign  ex¬ 
change  reserves — the  inflation  is  intensified  by  the 
limitation  on  the  supply  of  goods. 

Given  the  outlays  required  in  promoting  eco¬ 
nomic  development,  government  deficit  financing 
for  this  purpKJse  is  likely  to  engender  even  greater 
stresses  and  strains  in  the  economy  than  those 
which  resulted  in  the  past  when  inflation  was  asso¬ 
ciated  primarily  with  a  depression  in  export  trade. 
There  are,  however,  certain  ways  in  which  the  im¬ 
pact  of  inflationary  financing  can  be  somewhat 
alleviated.  In  particular,  a  more  efficient  system  of 
public  administration  should  permit  some  reduc¬ 
tion  in  the  public  pay  roll,  which  in  a  few  coun¬ 
tries  is  now  larger  than  it  should  be.  Expenditures 
on  armed  forces  might  also  be  curtailed,  although 
this  admittedly  must  await  a  general  peace  settle¬ 
ment.  In  the  meantime,  several  countries  are  seek¬ 
ing  both  military  might  and  economic  development 
—two  policies  that  are  more  or  less  contradictory, 
certainly  in  the  short  run,  given  the  paucity  of 
available  resources.'"*  Finally,  public  revenue  can 

14.  For  example,  in  Eastern  Europe  there  is  a  marked  cleavage 
between  the  large  current  outlays  on  the  military  (which  in¬ 
cludes  the  so-called  “security  police”)  and  the  projected  im¬ 
provements  in  the  standard  of  living.  Noting  similar  policies  in 
the  past,  Professor  David  Mitrany  has  observed  that  “as  long  as 
the  deficiencies  to  be  made  good  are  so  many,  and  the  re- 


be  increased  through  administrative  reforms,  in¬ 
cluding  the  levy  of  additional  taxes,  particularly  on 
income.*’  Taxation  as  well  as  the  direct  sale  to  the 
public  of  government  securities  are  two  important 
means  by  which  recourse  to  deficit  financing  can 
be  controlled.'^ 

At  the  most,  however,  these  reforms  will  merely 
limit  the  extent  to  which  there  will  be  inflation; 
they  will  not  make  possible  economic  development 
without  some  fall  in  real  income.  Until  productive 
capacity  has  been  greatly  increased,  voluntary  sav¬ 
ing  cannot  be  substantial.  In  the  meantime,  what 
should  be  guarded  against,  even  when  deficit  financ¬ 
ing  is  entirely  for  developmental  purposes,  is  a  too 
rapid  inflation  of  prices.  For  this  there  are  several 
reasons:  first,  given  the  existing  low  per  capita  level 
of  income  and  consumption,  a  decline  in  the  stand¬ 
ard  of  living  may  soon  mean  a  starvation  level  and 
the  planting  of  the  seeds  of  revolt  in  those  coun¬ 
tries  which  are  not  yet  police  states;  second,  infla¬ 
tion  in  the  absence  of  well-nigh  perfect  controls 
and  planning  often  stimulates  expansion  in  the 
wrong  places,  while  waste  of  resources  is  something 
which  must  be  carefully  guarded  against;  and 
third,  an  upward  surge  of  prices  would  require 
“monetary  nationalism”  to  solve  the  balance-of-pay- 
ments  problem,  and  this  when  it  is  most  urgent 
that  the  international  flow  of  private  capital  be 
resumed. 

THE  ROLE  OF  FOREIGN  CAPITAL 

For  reasons  stated  above,  the  financing  of  eco¬ 
nomic  development  is  primarily  a  domestic  process; 
but  the  use  of  foreign  funds  is  also  essential.  The 
importance  of  the  latter  arises  from  the  fact  that 
full  use  must  be  made  of  the  technology  and  equip¬ 
ment  which  have  contributed  to  the  economic 

sources  to  do  it  with  so  limited,  it  is  literally  a  matter  of  choice 
between  armaments  and  implements.”  See  PEP,  Economic 
Development  in  S.  E.  Europe  (London,  Oxford,  1945),  intro¬ 
duction,  p.  II.  See  also,  UN  Economic  and  Employment  Com¬ 
mission,  Report  of  the  Second  Session,  Doc.  E/445,  ***  which  it 
is  noted  that  several  members  arc  of  the  opinion  that  armament 
outlays  “constitute  one  of  the  most  serious  hindrances  of  eco¬ 
nomic  development.” 

15.  But  where  private  enterprise  is  retained  and  encouraged, 
highly  progressive  taxation  may  not  be  desirable.  On  the  other 
hand,  while  existing  taxation  in  underdeveloped  countries  falls 
lightly  on  savings,  it  also  contributes  to  budgetary  and  monetary 
instability,  and  thereby  adversely  affects  the  savings-investment 
process. 

16.  Some  underdeveloped  countries  have  taken  positive  steps 
to  mobilize  individual  savings.  The  government  of  India  has 
recently  reorganized  the  National  Savings  Bureau  for  the  pur¬ 
pose  of  increasing  the  sale  of  National  Savings  Certificates.  See 
International  Monetary  Fund,  Financial  News  Survey,  July  i, 
1948,  p.  6.  Under  the  Social  Savings  Law  of  January  30,  1948, 
the  Polish  regime  has  decreed  compulsory  saving;  rates  for  sal¬ 
aried  employees  and  wage  earners  range  from  i  to  3  per  cent 
of  income.  See  Foreign  Commerce  Weee^ly,  April  24,  1948, 
p.  17. 
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growth  of  advanced  nations;  otherwise  productive 
capacity  in  the  underdeveloped  areas  will  not  ex¬ 
pand  rapidly  or  soundly.  To  obtain  such  assistance 
from  abroad  will  involve  large  expenditures  in  for¬ 
eign  currencies,  only  a  limited  amount  of  which 
can  be  obtained  from  foreign  trade  operations  and 
the  use  of  available  exchange  reserves.  Inflationary 
financing,  in  fact,  will  tend  to  increase  general  im¬ 
ports,  and  may  also  entail  some  decline  in  exports. 
In  any  event,  it  is  most  probable  that  economic 
development  will  be  accompanied  by  an  almost 
chronic  balance-of-payments  problem,  and  therefore 
to  obtain  the  needed  equipment  and  technical  serv¬ 
ices  abroad  foreign  credits  will  be  required. 

In  the  past  external  loans  and  investments  have 
played  a  prominent  role  in  world  economic  devel- 

17.  Once  cievclopincnt  has  progressed  to  the  point  where  there 
is  a  rise  in  real  income,  the  net  effect  may  be  that  less  food  is 
exported  and  more  is  consumed  IcKally.  This  appears  to  have 
been  the  case  in  South  Africa,  during  and  since  the  war.  In 
their  study  of  the  Far  East,  FAO  experts  have  found  a  similar 
trend  toward  increased  domestic  consumption  and  reduced  ex¬ 
port  availabilities,  as  a  result  of  recent  social  and  economic 
changes.  Improvement  in  the  status  of  the  peasantry — for  ex¬ 
ample,  by  the  redistribution  of  land  to  increase  individual 
holdings — may  well  be  followed  by  larger  food  consumption 
on  the  farm.  Recent  reports  from  Yugoslavia  indicate  a  dimin- 
ishttl  flow  of  food  from  the  country  to  urban  centers,  the 
peasants  having  elected  to  consume  a  larger  proportion  of  their 
production.  See  “Food  Supply  Low  in  Yugoslav  Cities,”  New 
Yor/(  Times,  September  13,  1948,  p.  2.  The  problem  of  food 
supply  in  countries  undergoing  industrialization  is  a  compli¬ 
cated  one,  particularly  so  since  the  relationship  between  expand¬ 
ing  output  and  a  population  which  tends  to  increase  rapidly 
must  be  taken  into  account.  To  reduce  the  inflationary  pressure 
in  the  economy,  which  is  generated  when  the  attempt  is  made 
to  create  rapidly  industrial  enterprise,  the  underdevelopied  coun¬ 
try  must  promote  as  much  domestic  real  saving  as  possible;  but 
this  it  must  perforce  do  by  diminishing  the  proportion  of  total 
product — which  consists  largely  of  foodstuffs — available  for  local 
consumption  so  that  a  larger  share  can  be  exported  to  finance 
the  import  of  machinery,  materials,  and  so  on,  needed  in  im¬ 
plementing  industrialization  plans.  There  are,  however,  two 
pitfalls  in  such  a  policy  which  must  be  guarded  against:  one  is 
the  risk  that  the  consumption  of  workers  and  farmers  will  be 
kept  so  low  that  prmluctive  efficiency  is  sacrificed;  the  other  is 
the  possibility  that  in  maximizing  agricultural  expiorts  to  pro¬ 
vide  foreign  exch.inge  for  industrial  development,  the  needs  of 
the  agrarian  sector  for  capital  formation  will  be  overlooked. 
Such  a  sacrifice  of  capital  reciuircments  of  agriculture  apjjcars 
to  be  the  case  in  Poland  at  the  present  time.  In  any  event,  the 
Report  of  the  FAO  Mission  for  Poland  (Washington),  May 
1948,  contains  such  a  criticism  of  planning  policy  in  that  coun¬ 
try.  Referring  to  the  current  policy  of  the  Warsaw  government 
in  the  ilevastatcd  areas  and  the  new  territories,  the  FAO  experts 
stated  that  “there  is  serious  danger  that  current  attempts  on 
the  part  of  the  CJovernment  to  reap  returns  from  agriculture 
in  these  areas  before  returns  are  actually  available  will  retard 
or  prevent  the  restoration  of  the  indispensable  physical  capital 
of  farming,  and  put  off  indefinitely  the  time  when  real  sur¬ 
pluses  will  be  produced.”  Ihid.,  p.  6.  Elsewhere  in  the  report, 
it  is  pointed  out  that  the  government  is  devoting  nearly  one- 
half  of  its  net  expenditures  to  defense  and  internal  security;  a 
reduction  of  such  outlays  “would  seem  to  offer  the  best  pros¬ 
pect  of  finding  .additional  financial  support  for  the  productive 
governmental  activities,  including  improvement  of  agriculture, 
fisheries,  and  forestry.”  IHd.,  p.  63.  As  some  observers  have 
fwinted  out,  however,  a  regime  which  is  created  and  maintained 
bv  force  cannot  re.adily  curtail  expenditures  on  its  armed  forces 
(including  the  police). 


opment;  but  to  a  considerable  extent  those  funds 
have  been  used  to  develop  the  output  of  primary 
products  for  export  to  the  industrialized  nations. 
Foreign  capital,  for  the  most  part,  has  not  been 
interested  in  creating  industrial  enterprise  overseas, 
particularly  where  the  output  would  be  primarily 
for  the  local  market."*  Undoubtedly,  the  governing 
consideration  has  been  the  fact  that  investment  in 
primary  production  for  export  automatically  makes 
possible  the  transfer  abroad  of  the  lucrative  earn¬ 
ings  from  such  undertakings.  While  this  arrange¬ 
ment  means  increased  production  and  employment 
in  the  debtor  country,  the  nonavailability  of  the 
profits  of  enterprise  for  the  further  development 
of  local  industry  has  been  a  source  of  increasing 
dissatisfaction  on  the  part  of  primary  producers. 

As  a  result,  many  governments  have  enacted  leg¬ 
islation  to  limit  foreign  ownership  of  national  re¬ 
sources;  they  have  also  sought  through  higher  rates 
of  taxation  to  curb  the  earnings  which  are  made  by 
foreign  enterprise.  The  prevalence  of  these  meas¬ 
ures,  coupled  with  the  further  fact  that  during 
and  since  the  great  depression  of  the  1930’s  there 
has  been  more  and  more  governmental  interven¬ 
tion  to  control  and  encourage  the  growth  of  do¬ 
mestic  industry,  has  considerably  reduced  the  will¬ 
ingness  of  private  investors  in  capital-rich  countries 
to  put  their  funds  abroad.  This  reluctance  is  also 
partly  the  result  of  the  era  of  defaults  that  fol¬ 
lowed  indiscriminate  lending  in  the  period  imme¬ 
diately  preceding  the  world  economic  crisis  of 
1929.  All  in  all,  the  international  capital  market 
has  undergone  several  marked  changes  since  the 
onset  of  the  great  depression — a  large  part  of  the 
world  has  moved  away  from  the  old  idea  that 
initiative  and  reward  in  overseas  economic  develop¬ 
ment  belong  to  the  private  investors  in  the  rich 
countries.  The  view  now  is  that  both  should  be 
retained  in  the  domain  of  the  nation  which  is  to 
be  developed.  Concurrently,  private  lenders  have 
become  highly  critical  of  limitations  on  the  uses  to 
which  their  funds  are  put,  an  observation  which 
applies  with  equal  force  to  the  field  of  direct  invest¬ 
ments,  i.e.,  the  establishment  abroad  of  branch  fac¬ 
tories,  subsidiaries,  and  the  like.  The  increasing  re¬ 
strictions  to  which  foreign  governments  have  sub¬ 
jected  the  latter  have  caused  growing  concern, 
since  this  type  of  investment  has  come  to  be  the 
principal  means  of  transferring  private  capital 
abroad.^^ 

18.  See  League  of  Nations,  Industrialization  and  Foreign 
Trade,  cited,  p.  66;  also,  Frankel,  Capital  Investment  in  Africa,  i 
cited;  and  C.  F.  Remer,  Foreign  Investments  in  China  (New 
York,  Macmillan,  1933). 

19.  See  Yuan-Li  Wu,  “International  Capital  Investment  and 
the  Development  of  Poor  Countries,”  Economic  Journal  (Lon¬ 
don),  March  1946,  pp.  86-101. 
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In  short,  for  these  and  other  reasons  the  inter¬ 
national  machinery  which  permitted  private  capital 
to  flow  from  surplus  to  deficit  areas  has  come  to  a 
virtual  standstill,  with  intergovernmental  credits 
and  grants — mostly  from  the  United  States — the 
main  source  of  funds  for  countries  in  need  of  ex¬ 
ternal  assistance.  Thus  far,  efforts  to  reconcile  the 
conflicting  views  of  lenders  and  would-be  borrow¬ 
ers  have  proved  largely  fruitless.  The  problem  is  one 
which  has  been  studied  by  various  League  of  Na¬ 
tions  conferences  and  committees,^®  and  more  re¬ 
cently,  by  the  International  Bank  for  Reconstruc- 

Ition  and  Development,  the  UN  Economic  Secre¬ 
tariat  and  the  Subcommission  on  Economic  Devel¬ 
opment.**  In  tbe  drafting  of  the  Havana  Charter 
of  the  ITO,  the  status  of  foreign  investments  was 
also  debated  at  length. 

But  unless  and  until  certain  misconceptions 
which  characterize  thinking  on  the  subject  in  both 
creditor  and  debtor  nations  are  cleared  up,  an 
adequate  solution  will  not  be  found.  Thus,  it  is 
too  commonly  assumed  in  countries  which  need 
outside  capital  that  all  foreign  lending  is  necessar¬ 
ily  “imperialistic,”  involving  the  sacrifice  of  sover¬ 
eignty  by  the  borrower.^^  As  has  frequently  been 
pointed  out,  the  record  of  past  foreign  investment 
is  by  no  means  free  of  such  a  charge,  but  it  docs 
not  follow  that  previous  mistakes  must  necessarily 
be  repeated  in  the  future.  Moreover,  legislation  to 
regulate  the  conditions  on  which  foreign  funds 
will  be  accepted  is  often  based  on  the  assumption 

I  that  the  capital-rich  nations  must  invest  abroad  to 
maintain  full  employment;  that,  therefore,  invest¬ 
ments  will  be  made  irrespective  of  regulations  and 
controls  imposed  by  the  borrower.  This  approach, 
however,  overlooks  several  factors,  which  when 
taken  into  account  give  a  different  picture  of  the 
position  of  the  industrial  countries.  TTie  prosperity 
of  the  latter,  it  is  now  widely  recognized,  is  less  a 
matter  of  foreign  investment  than  it  is  of  increased 
consumption  and  capital  outlay  at  home.^^  What 
the  late  Lord  Keynes  said  at  the  end  of  World 
War  I  with  reference  to  nineteenth  century  eco- 

20.  See,  for  example,  Lcajjue  of  Nations,  Conditions  of  Private 

I  foreign  Investment  (C.i^.M.i4.  1946.II.A). 

-I.  See  UN  Secretariat,  Memo  on  Study  of  Conditions  Affect¬ 
ing  Foreign  Investment,  UN  Doc.  E/CN.i/Sub.3/4,  14  No- 
'ember  1947;  also.  Economic  and  Employment  Commission, 
Subcommission  on  Economic  Development,  Report  of  First  Ses¬ 
sion,  17  November-16  December  1947,  UN  Doc.  E/CN.i/47, 
18  December  1947,  part  VIII,  where  it  is  recommended  that  a 
full  study  of  foreign  investment  be  made,  including  data  on  the 

I  movement  of  capital  in  the  interwar  period. 

-2-  This  view  is  sedulously  cultivated  in  Communist  propa¬ 
ganda.  See  E.  M.  Winslow,  The  Pattern  of  Imperialism,  A  Study 
in  the  Theories  of  Power  (New  York,  Columbia,  1948),  passim. 

23.  Sec  N.  S.  Buchanan,  International  Investment  and  Do¬ 
mestic  Welfare  (New  York,  Holt,  1945),  pp.  143-49. 


nomic  development  may  well  be  applied,  with  even 
greater  force,  to  the  course  of  events  since  1930. 
“I  seek  only  to  point  out,”  he  wrote,  “that  the 
principle  of  accumulation  [i.e.,  saving]  based  on 
inequality  was  a  vital  part  of  the  prewar  order  of 
Society  and  of  progress  as  we  then  understood  it, 
and  to  emphasize  that  this  principle  depended  on 
unstable  psychological  conditions,  which  it  may  be 
impossible  to  recreate.  It  was  not  natural  for  a 
population,  of  whom  so  few  enjoyed  the  comforts 
of  life,  to  accumulate  so  hugely.  The  war  has  dis¬ 
closed  the  possibility  of  consumption  to  all  and 
the  vanity  of  abstinence  to  many.”*'* 

Largely  as  the  result  of  the  influence  of  Keynesian 
economics,  public  opinion  in  the  highly  developed 
countries  has  given  increasing  weight  to  the  im¬ 
portance  of  a  large  volume  of  consumption  and, 
to  a  lesser  extent,  public  investment,  in  maintain¬ 
ing  a  thriving  domestic  economy.  Moreover,  in 
Britain,  the  leading  exjwrter  of  capital  before 
1914,  it  is  now  realized  that  all  too  frequently 
foreign  investment  —  in  the  1920’s  particularly  — 
drained  away  funds  which  might  with  equal, 
if  not  greater,  advantage  have  been  applied  at 
home  in  improving  domestic  industry.^’  Failure  to 
maintain  an  adequate  rate  of  capital  formation 
within  the  country  caused  British  industry  to  lag 
behind  other  nations  in  industrial  efficiency;  as  a 
result,  foreign  loans  floated  in  London  may  well 
have  intensified  the  British  balance-of-paymcnts 
problem,  since  borrowers  naturally  tended  to  buy 
where  the  costs  were  lowest.^*^  With  respect 
to  the  United  States,  which  loaned  large  sums 
abroad  in  the  1920’s,  the  criticism  has  been  made 
by  some  economists  that  prosperity  in  that  decade 
was  necessarily  impermanent,  since  it  was  based 

24.  J.  M.  Keynes,  The  Economic  Consequences  of  the  Peace 
(New  York,  Harcourt,  Brace,  1920),  pp.  21-22. 

25.  See,  e.g..  The  Economist  (London),  May  15,  1948,  pp. 
786-87.  The  editors  observe  that  “Mr.  Stalin  is  certainly  a  far 
better  capitalist  (in  any  literal  sense  of  the  term)  than  the  Tory 
businessmen  of  interwar  Britain.  ...  By  any  test,  the  British 
economy  of  the  interwar  years  was  creating  far  too  little  capital. 
It  did  not  maintain  its  machinery;  it  was  woefully  inadequate 
in  scrapping  old  plant  and  replacing  it  by  new;  much  of  its 
transport  equipment  (both  track  and  rolling  stock)  was  allowed 
to  become  very  antiquated.”  In  his  excellent  survey  of  the 
British  economy  in  the  interwar  period.  Great  Britain  in  the 
World  Economy  (New  York,  Columbia,  1946),  p.  264,  Dr. 
.Alfred  E.  Kahn  writes  as  follows:  “In  view  of  the  considerable 
use  of  British  capital  by  foreigners  in  the  1920’s  to  equip  com¬ 
petitive  industries;  in  view  also  of  the  fact  that  much  of  the 
capital  was  in  any  case  lost,  it  would  appear  that  the  British 
people  might  better  have  consumed  their  capital  than  permit 
the  countries  of  Latin  America  to  do  so,  cleaned  out  London 
slums  rather  than  rehouse  the  working  classes  of  Berlin  and 
Vienna,  and  equipped  depressed  domestic  industries  rather  than 
contribute  to  the  superiority  of  the  German.” 

26.  In  his  Treatise  on  Money  (London,  Macmillan,  1930),  vol. 
II,  pp.  30811.,  Lord  Keynes  concluded  that  this  had  been  the 
case.  Overvaluation  of  the  pound  in  1925  was  also  a  factor. 
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on  an  inordinate  use  of  savings  for  speculative  pur¬ 
poses.  Reviewing  that  era  of  high  finance,  Dr.  Har¬ 
old  G.  Moulton  concluded  that  “the  primary  need 
at  this  stage  in  our  economic  history  is  a  larger 
flow  of  funds  through  consumptive  channels  rather 
than  more  abundant  savings.”-^  But  whatever  may 
be  the  future  trend  of  consumption  in  highly  de¬ 
veloped  countries,  there  is  no  gainsaying  the  fact 
that  the  emphasis  on  a  large  consumer  outlay,  in¬ 
cluding  more  generous  and  diverse  measures  for 
social  security,  is  greater  now  than  ever  before.  At 
the  same  time  it  is  more  widely  recognized  that  the 
community’s  savings  can  and  should  be  used  for 
public  investment  purposes  on  a  large  scale.  Final¬ 
ly,  in  Western  Europe  such  funds  as  are  available 
for  investment  purposes  are  urgently  needed  to  fi¬ 
nance  reconstruction.  Accordingly,  in  the  opinion 
of  many  students  of  the  problem,  the  surplus  funds 
which  it  is  assumed  capital-rich  countries  possess 
in  abundance  may  easily  be  exaggerated,  given  the 
marked  trend  toward  a  higher  level  of  consump¬ 
tion  and  increasing  public  investment.^® 

The  wealthy  nations,  however,  have  a  vital  in¬ 
terest  in  the  promotion  of  world  prosj>erity,  since 
such  a  policy  contributes  to  the  maintenance  of 
peace.  Moreover,  the  economic  nationalism  that 
would  be  the  end  product  of  by-passing  foreign 
investment  opportunities  to  concentrate  on  the  do¬ 
mestic  bases  of  prosperity  might  well  cause  a  sac¬ 
rifice  of  fX)tential  real  income,  even  in  the  highly 
developed  countries.  For  its  part,  the  United  States 
can  play  a  leading  role  in  promoting  economic  de¬ 
velopment  abroad,  as  can  also  the  industrial  na- 

27.  H.  G.  Moulton,  The  Formation  of  Capital  (Washington, 
Brookings  Institution,  1935),  p.  160. 

28.  A  tremendous  nccrl  exists  for  further  social  development, 
even  in  countries  which  are  already  highly  industrialized  and  have 
high  p)cr  capita  incomes.  A  list  of  public  works  which  the 
United  States  might  undertake  has  recently  been  compiled;  the 
aggregate  amount  involved  is  estimated  at  Si 20  billion  (in  1947 
pricesK  See  E.  J.  Howenstinc,  “Inventory  of  Public  Construction 
Needs,"  American  Economic  Review,  June  1948,  pp.  353-66. 
The  fact  is  that  several  nations  which  arc  commonly  regarded 
as  having  achieved  a  high  degree  of  economic  development 
contain  within  them  regions  which  arc — or  were  until  recently 
— relatively  undeveloped.  An  outstanding  example  is  the  South¬ 
eastern  section  of  the  United  States,  where  in  the  past  the  econ¬ 
omy  has  been  based  almost  entirely  on  the  prinluction  of  such 
staple  crops  as  cotton  and  tobacco,  with  a  tremendous  wastage 
of  natural  resources  through  wind  and  water  erosion.  There  is 
now.  however,  widespread  interest  on  the  part  of  Southerners 
in  the  problems  of  economic  and  social  advancement.  Several 
states  have  created  planning  commissions  to  promote  more  in¬ 
telligent  use  of  available  resources.  See,  for  example,  The  River 
Basin  Committee,  V’irginia  State  Planning  Board,  Report  on 
the  Proposed  Development  of  the  Roanoke  River  Basin  (Rich¬ 
mond),  January  23,  1947.  In  this  and  other  similar  proposals 
for  multiple-purpose  projects,  the  planners  have  been  influ¬ 
enced  by  the  well-known  TV’A  experiment.  In  Britain,  the 
oldest  industrial  nation,  considerable  attention  is  also  being 
given  to  the  developmental  problems  of  particular  regions.  In 
the  so-called  “depressed  areas"  special  arrangements  have  been 
made  to  accelerate  the  ''habilitation  of  industry. 


tions  of  Western  Europe,  once  they  have  recon¬ 
structed  their  economies.^^  But  it  will  be  necessary 
for  the  international  creditors  to  take  into  account 
the  not  unnatural  desire  of  a  large  part  of  the 
world  to  become  more  self-supporting,  with  na¬ 
tional  economies  that  are  less  subject  to  the  vagaries 
of  a  system  of  trade  and  finance  which  thrice  since 
1914  has  undergone  an  almost  complete  collapse. 
In  brief,  there  is  need  for  a  world  economic  order 
that  is  better  integrated  and  more  balanced— one 
which  permits  each  member  to  make  a  more  ra¬ 
tional  use  of  its  resources  than  has  been  true  of  the 
past. 

U.N.  AND  ECONOMIC  DEVELOPMENT 

Such  a  goal  will  not  be  readily  reached;  the 
United  Nations  and  its  specialized  agencies,  how¬ 
ever,  provide  the  means  by  which  substantial  pro¬ 
gress  can  be  achieved.  Already  many  problems  of 
the  underdeveloped  countries  have  become  a  mat¬ 
ter  of  serious  concern  to  the  Economic  and  Social 
Council  (ECOSOC),  the  Food  and  Agriculture 
Organization  (FAO),  the  International  Bank  for 
Reconstruction  and  Development,  the  International 
Labour  Organization  (ILO),  the  World  Health 
Organization  (WHO),  the  proposed  International 
Trade  Organization  (ITO),  and  other  organs  of 
the  UN.  At  its  third  session,  ECOSOC  under  Reso¬ 
lution  I  (III)  of  I  October  1946  instructed  the 
Economic  and  Employment  Commission  to  set  up 
a  Subcommission  on  Economic  Development.^ 
The  latter  was  appointed,  the  membership  consist¬ 
ing  of  experts  who  are  not  spiokesmen  for  the  coun¬ 
tries  they  represent.  At  the  first  session,  17  Novem¬ 
ber  to  16  December  1947,  the  general  principles  of 
economic  development  were  discussed,  and  a  re¬ 
view  was  made  of  the  activities  of  the  specialized 
agencies  in  giving  assistance  to  the  underdeveloped 
areas.**  It  was  generally  agreed  that  several  factual 
surveys  were  required  before  any  thorough  ap¬ 
praisal  could  be  made  of  the  problems  of  economic 
development.  Some  of  these  studies  had  been 
started  by  the  UN  Secretariat,  and  others  have 
since  been  initiated.  These  include  a  review  of  im¬ 
mediate  needs  and  resources,  current  plans,  pro¬ 
grams  and  policies  for  economic  development,*^  a 
study  of  patterns  of  industrialization  that  have  de¬ 
veloped  under  differing  economic  conditions,  bank¬ 
ing  and  financial  institutions,  the  problem  of  for¬ 
eign  financing  and  a  code  for  international  invest- 

29.  See  p.  119. 

30.  For  terms  of  reference,  see  UN  Document  E/255. 

31.  Sec  Report  of  the  Subcommission,  cited. 

32.  See  Economic  Development  in  Selected  Countries,  cited. 
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mcnt,  and  so  on.  During  its  second  session,  which 
met  at  Lake  Success,  June  14  to  26,  1948,  the  Sub¬ 
commission  concentrated  on  the  problems  to  be 
overcome  in  making  technical  assistance  available 
to  countries  which  seek  to  modernize  their  pro¬ 
ductive  capacity. 

In  the  meantime,  other  commissions  o£  ECOSOC 
have  undertaken  additional  technical  studies,  as 
for  example,  the  social  and  demographic  factors  in 
economic  development  (by  the  Population  Com¬ 
mission),  and  the  measurement  of  income  and 
other  economic  data  (by  the  Statistics  Commis¬ 
sion).  Moreover,  ECOSOC  on  March  28,  1947  de¬ 
cided  to  call  a  United  Nations  Scientific  infer¬ 
ence  on  Resource  Conservation  and  Utilization, 
which  is  now  scheduled  to  meet  in  the  United 
States,  May-June  1949.*^  This  gathering  of  experts 
will  consider,  among  other  things,  “resource  re¬ 
quirements  for  industrialization,  the  contribution 
of  improved  agriculture  to  living  standards,  the 
planning  of  multiple-use  development  of  regional 
resources,  education  in  conservation,  and  the 
sources  and  methods  for  mobilization  of  capital 
and  manpower  for  resource  development.”^^  Final¬ 
ly,  the  various  regional  commissions  created  by 
ECOSOC — the  Economic  Commission  for  Europe, 
the  Economic  Commission  for  Latin  America,  and 
the  Economic  Commission  for  Asia  and  the  Far 
East^’ — are  vitally  concerned  with  problems  of  de¬ 
velopment  as  well  as  reconstruction.  To  the  extent 
that  they  can  succeed  in  promoting  regional  plan¬ 
ning  and  co-operation,  they  will  make  an  impor- 
I  tant  contribution  to  the  creation  of  a  stable  and 

I  prosperous  world  economy. 

Of  the  specialized  agencies,  the  International 
Bank,  the  FAO,  the  ILO  and  the  proposed  ITO 
arc  the  most  prominent  from  the  point  of  view  of 
f  economic  and  social  development.  The  technical 
staff  of  the  Bank  has  made  several  field  surveys  in 
countries  applying  for  loans.  Its  resources,  however, 
arc  far  short  of  what  is  required  to  finance  devel¬ 
opment.  The  major  role  of  the  Bank,  in  fact,  will 
be  to  promote  the  revival  of  private  lending.  This 
it  can  do  by  establishing  new  patterns  for  the  sound 
I  appraisal  of  investment  opportunities  abroad;  by 
encouraging  borrowers  to  select  worthy  projects;  by 
assisting  in  the  procurement  of  materials  and  en¬ 
gineering  advice;  and  by  aiding  countries  which 
arc  now  in  default  on  past  loans  to  work  out  a 

33.  See  UN  Document  E/605,  ^  January  1948. 

34.  Ibid. 

35-  A  fourth  commission,  one  for  the  Middle  East,  is  presently 
under  consideration  by  an  ad  hoc  committee  of  ECOSOC;  it  is 
«pected  that  favorable  action  will  be  taken  during  the  next 
mion. 


program  for  resumption  of  debt  service.^^  To  guide 
the  underdeveloped  countries  in  planning  increased 
agricultural  production,  the  FAO  has  undertaken 
a  number  of  field  studies — e.g.  in  Poland,  Greece, 
Venezuela,  Siam  and  so  on — as  well  as  general 
technical  surveys  for  particular  regions.^^  For  its 
part,  the  ILO  has  given  special  attention  to  labor 
policies  in  underdeveloped  areas,  including  vcKa- 
tional  training  which,  as  noted  above,  is  vital  to 
the  success  of  any  program  for  improved  produc¬ 
tive  efficiency.  In  this  connection,  the  ILO  is  spon¬ 
soring  a  special  study  of  the  problems  of  ensuring 
an  adequate  supply  of  the  different  types  of  skilled 
labor  that  are  required  for  economic  develop¬ 
ment.*®  Finally,  it  is  most  probable  that  the  pro¬ 
posed  ITO  will  be  an  important  factor  in  de¬ 
termining  the  future  of  world  trade  and  industry. 
This  is  particularly  true  with  respect  to  commercial 
policies  and  practices.  It  has  been  clearly  demon¬ 
strated  that  there  is  no  unavoidable  conflict  be¬ 
tween  the  growth  of  new  industry  in  underdevel¬ 
oped  countries  and  the  export  trade  of  nations  that 
are  already  highly  industrialized,  provided  extreme 
nationalistic  policies  are  not  followed.*^  Under  the 
Havana  Charter,  member  governments  are  pledged 
to  pursue  liberal  trade  policies;  at  the  same  time, 
however,  all  must  work  together  in  promoting 
more  balanced  national  economies.  Moreover,  the 
use  of  quantitative  restrictions  to  protect  young  in¬ 
dustries  is  permitted,  if  prior  authorization  of  the 
governing  body  has  been  obtained;  likewise,  mem¬ 
bers  may  form  customs  unions  to  facilitate  regional 
economic  development.'*®  Provision  for  intergov¬ 
ernmental  commodity  agreements  may  also  be  of 
great  value  to  the  primary  producers,  since  the 

36.  In  many  ways,  the  procedures  which  the  Bank  has  devised 
to  select  suitable  loan  projects  are  in  marked  contrast  to  the 
careless  methods  employed  in  so  much  international  financing 
in  the  1920’s.  See,  for  example,  the  official  correspondence  and 
economic  data  contained  in  Chile:  Program  and  Progress,  Eco¬ 
nomic  Repwrt  Submitted  with  Application  by  the  Corporacidn 
de  Fomento  de  la  Produccion,  Chile,  to  International  Bank  for 
Reconstruction  and  Development  (New  York,  mimeographed), 
October  2,  1946. 

37.  See,  for  example.  Economic  Commission  for  Latin  Amer¬ 
ica,  Current  Activities  of  the  FAO  in  Latin  America,  UN  Doc. 
E/CN.12/9,  5  May  1948.  Considerable  information  regarding 
the  work  of  the  F.AO  is  to  be  found  in  its  Economic  Review  of 
Food  and  Agriculture. 

38.  See  UN  Doc.  E/CN.i/Sub.3/8,  24  November  1947. 

39.  Statistical  data  to  support  this  thesis  is  contained  in  the 
League  of  Nations,  Industrialization  and  Foreign  Trade,  cited. 
See  also.  Brown,  Industrialization  and  Trade,  cited;  and  Staley, 
World  Economic  Development,  cited.  These  studies  reveal, 
however,  the  need  for  adaptability  on  the  part  of  the  older  in¬ 
dustrial  countries  to  meet  changes  in  world  markets  caused  by 
the  growth  of  industry  abroad;  in  the  past,  failure  to  adjust  to 
new  conditions  has  meant  a  loss  of  export  sales  for  some  coun¬ 
tries,  particularly  Britain. 

40.  See,  Havana  Charter  for  an  International  Trade  Organiza¬ 
tion  (Washington,  Department  of  State),  Commercial  Policy 
Series  113,  Chapter  III. 
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aim  of  this  arrangement  is  a  more  stable  level  of 
prices.'"  In  short,  while  the  Charter  is  not  a  perfect 
document  from  the  point  of  view  of  either  the 
highly  developed  or  the  less  developed  nations,  it 
does  represent  a  compromise  of  conflicting  views 
on  the  basis  of  which  steady  progress  can  be  made 
in  promoting  greater  economic  balance,  a  larger 
volume  of  world  trade,  and  higher  levels  of  real 
income  in  all  member  countries. 

CONTRIBUTION  OF  THE  U.S. 

In  all  these  projects  to  foster  economic  develop¬ 
ment,  the  United  States  has  taken  a  leading  role, 
since  this  country  alone  now  has  sufficient  capital 
resources  and  technical  skills  to  aid  the  needy  na¬ 
tions.  Consequently,  the  funds  thus  far  loaned  by 
the  World  Bank  have  come  almost  entirely  from 
the  American  government;  additional  credits  have 
been  advanced  by  the  Export-Import  Bank.  Amer¬ 
ican  engineering  firms  have  signed  many  con¬ 
tracts  to  participate  in  the  preparation  and  execu¬ 
tion  of  developmental  programs.  The  government, 
in  turn,  has  also  sent  several  technical  missions 
abroad  during  and  since  the  war — to  the  Philip¬ 
pines,  Brazil,  Bolivia,  Greece,  Turkey,  Syria,  and 
so  on.  At  the  same  time,  funds  have  been  provided 
and  arrangements  made  for  other  countries  to  send 
key  personnel  to  the  United  States  for  special  train¬ 
ing.'*^  Once  American  resources  are  no  longer  re¬ 
quired  in  aiding  the  reconstruction  of  Western 
Europe,  an  even  more  extensive  program  to  aid  the 
underdeveloped  areas  will  become  possible.'^  The 
greatest  contribution  which  the  United  States  can 
make,  however,  is  the  maintenance  of  a  high  level 
of  employment  and  income,  for  this  in  itself  will 
immeasurably  aid  woHd  economic  development. 
Sustained  prosperity  in  this  country  will  maintain 
the  flow  of  savings,  a  part  of  which  will  be  avail¬ 
able  for  financing  overseas  development;  on  the 
other  hand,  if  there  is  a  slump  followed  by  chronic 
stagnation — as  in  the  period  from  1929  to  1939 — 
the  volume  of  capital  for  export  is  likely  to  be  ex¬ 
ceedingly  small.  A  decline  in  production  here  will 
also  be  accompanied  by  a  reduction  in  imports,  as 

41.  Ihid.,  Chapter  VI. 

42.  Thus  far,  for  example,  over  65  nations  have  sent  agricul¬ 
tural  experts  to  the  United  States  to  study  our  soil  conservation 
program:  some  20  countries  are  now  applying  American 
methods  in  this  field.  See  H.  H.  Bennett,  “Soil  Conservation  in 
a  Hungry  World,”  The  Geographical  Review,  April  1948,  pp, 
511-17. 

43.  This  is  not  to  imply  that  private  capital  is  not  necessary. 
See  above.  In  this  connection,  the  International  Basic  Economy 
Corp.,  headed  by  Nelson  A.  Rockefeller,  to  aid  certain  Latin 
American  nations,  and  the  Liberian  Company,  created  by 
Edward  R.  Stettinius,  fr.  and  associates,  may  well  mark  a  new 
departure  in  the  role  of  American  enterprise  in  overseas  under¬ 
takings.  See  Business  Week..  March  i,  1947,  pp.  17-18,  Decem¬ 
ber  13,  1947,  pp.  1 13-14. 


a  result  of  which  the  dollar  earnings  of  the  priman 
producers  will  be  much  reduced.  When  the  out¬ 
put  of  American  industry  is  at  a  high  level,  as  at 
present,  our  producers  arc  the  leading  buyers  of 
raw  materials  and  certain  foodstuffs  which  are  ex¬ 
ported  by  the  underdeveloped  nations.'*'*  Finally,  a 
downturn  in  the  level  of  production  and  employ¬ 
ment  in  the  United  States  would  adversely  affect 
economic  activity  in  the  industrial  nations  of  West¬ 
ern  Europe,  and  a  worsening  of  their  position 
would,  in  turn,  have  further  unfavorable  reper¬ 
cussions  on  the  export  trade  and  money  income  of 
the  less  developed  regions  of  the  world  economy. 
In  short,  should  the  United  States  fail  to  maintain 
a  full  employment  economy,  the  primary  producers 
will  as  a  result  be  forced  to  fall  back  on  their  own 
meagre  resources  in  promoting  economic  and  social 
improvement,  in  which  event  progress  will  at  best 
be  slow  and  painful.^’ 

CONCLUSION 

There  is  no  gainsaying  the  fact,  however,  that 
building  a  stable  and  prosperous  world  economic 
order  is  a  tremendously  complicated  undertaking. 
The  industrial  nations  of  Western  Europe  seek  to 
reconstruct  their  war-ravaged  economies  in  such  a 
way  as  to  ensure  full  employment,  while  in  the 
underdeveloped  areas,  the  aim  of  economic  policy 
is  a  larger  and  more  diversified  productive  capacity. 
In  both  instances,  the  risk  exists  that  full  utilization 
of  natural  and  acquired  resources  will  be  sought 
by  measures  that  involve,  at  least  temporarily,  a 
sacrifice  of  productive  efficiency.^^ 

This  danger  is  one  that  the  primary  producen 
cannot  afford  to  neglect.  Their  population  is  likely 
to  grow  rapidly,  and  unless  every  effort  is  made  to 

44.  Sec  H.  H.  Hutcheson,  “Impact  of  U.S.  Economy  on  World 
Trade,”  Foreign  Policy  Reports,  December  15,  1946. 

45.  Gilbert  Burck,  “Report  from  Singapore,”  Fortune,  June 
1948,  pp.  92ff.,  writes  that  the  Malayan  rubber  producers  are 
very  much  concerned  over  the  prospects  of  a  prolonged  depres¬ 
sion  in  the  United  States,  which  normally  buys  two-thirds  of 
Malaya’s  exports  of  tin  and  rubber.  Fear  that  the  American 
economy  would  once  again  experience  a  depression  and  large- 
scale  unemployment  was  frequently  voiced  by  spokesmen  for 
the  underdeveloped  countries  during  the  drafting  of  the  Charter 
for  the  propsosed  International  Trade  Organization.  As  noted  in 
H.  H.  Hutcheson,  “Problems  of  the  Underdeveloped  Coun¬ 
tries-!,”  Foreign  Policy  Reports,  September  15,  1948,  the  hard¬ 
ship  undergone  by  the  primary  producers  during  the  post-i93<J 
slump  was  considerably  intensified  by  the  slow  pace  of  recovery 
in  the  United  States.  As  late  as  1938,  this  country  had  an  esti¬ 
mated  total  of  8  million  unemployed  workers. 

46.  See  Morton  Solomon,  “The  Structure  of  the  Market  in 
Undeveloped  Economies,”  Quarterly  Journal  of  Economici, 
August  1948,  p.  534,  where  it  is  concluded  that  “the  unde¬ 
veloped  economies  have  thus  contrived  to  obtain  all  the  dis¬ 
advantages  of  an  economy  lacking  both  vigorous  enterprise  and 
central  planning.  The  facetious  expression,  ‘neither  free  nor  enj 
terprise,’  is  a  correct  description  of  the  undeveloped  economy. 
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increase  productivity,  the  prospect  of  a  rising  real 
income  becomes  more  remote.  Many  handicaps 
must  be  overcome — the  lack  of  certain  basic  natural 
resources,  the  prevalence  of  disease,  malnutriton 
and  illiteracy,  shortages  of  essential  machinery, 
equipment  and  technical  knowledge,  and  so  on. 
Retarded  development,  moreover,  is  not  simply  a 
matter  of  the  limited  growth  of  industrial  enter¬ 
prise;  improvements  in  agriculture  and  transport 
have  also  seriously  lagged. 

To  make  good  these  deficiencies,  capital  forma¬ 
tion  on  an  enormous  scale  is  required.  This  is 
essentially  a  domestic  process,  and  since  voluntary 
saving  is  limited  by  the  low  level  of  per  capita  in¬ 
come  and  consumption,  inflationary  financing  is 
unavoidable.  But  unless  investment  expenditures 
are  carefully  planned,  tcKj  much  may  be  under¬ 
taken  too  soon.  If  capital  (jutlays  are  concen¬ 
trated  at  first  on  increased  agricultural  pro¬ 
duction  and  the  promotion  of  small-scale,  decen¬ 
tralized  industry,  the  impact  on  consumption  is 
lessened;  on  the  other  hand,  expenditures  on  heavy 
industries  generate  purchasing  power  without  a 
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concurrent  increase  in  the  supply  of  consumer 
goods.  Foreign  assistance  will  ease  the  balance-of- 
payments  problem,  and  will  permit  a  sounder, 
more  rapid  rate  of  economic  growth,  particularly 
where  the  funds  are  used  to  obtain  the  most  mod¬ 
ern  techniques  and  instruments  of  production.  The 
desire  of  the  government  to  promote  domestic 
ownership  of  industry  may,  however,  result  in 
regulations  which  will  prevent  a  full  revival  of  the 
international  private  capital  market.  In  any  event, 
the  increased  emphasis  in  the  industrial  countries 
on  a  larger  volume  of  consumption  and  public  in¬ 
vestment  may  mean  that  less  funds  will  be  forth¬ 
coming  for  foreign  development.  But  both  the 
highly  developed  and  underdeveloped  nations  have 
a  vital  interest  in  the  promotion  of  world  trade  and 
industry.  Co-operation  within  and  between  the  two 
groups  is  necessary  if  the  costly  excesses  of  eco¬ 
nomic  nationalism  are  to  be  avoided.  The  United 
Nations  and  its  specialized  agencies  constitute  an 
unprecedented  attempt  to  minimize  the  areas  of 
conflict — not  only  political,  but  also  economic  and 
social. 


ERP  and  the  Underdeveloped  Areas 

By  Harold  H.  Hutcheson  and  Sarah  Matthews 


One  of  the  most  difficult  problems  confronting 
the  underdeveloped  nations  since  the  end  of  the 
war  has  been  their  inability  to  import  in  desired 
volume  the  capital  equipment  and  other  supplies 
needed  to  make  good  the  depletion  that  occurred 
during  World  War  II,  and  to  implement  plans  for 
a  larger  and  more  balanced  productive  capacity.  At 
the  same  time  the  inflationary  rise  of  prices  in  the 
United  States  and  Western  Europe  has  meant 
higher  costs  for  imports  and  a  rapid  reduction  in 
reserves  of  foreign  exchange.  While  food  and  raw 
material  prices  have  also  advanced — more  so  than 
the  index  for  manufactures — primary  producers  ex¬ 
pect  a  sharp  decline  once  trade  and  industry  abroad 
begins  to  slacken.  To  prepare  for  such  a  postwar 
slump,  they  are  anxious  to  accelerate  their  programs 
for  national  economic  development.  Much  criti¬ 
cism  has  been  directed  at  the  export  policy  of  the 
United  States,  on  the  score  that  the  requirements 
of  the  less  developed  areas  are  being  neglected.  Ex¬ 
port  allocations  by  Washington,  it  is  charged,  are 
discriminatory.* 

I.  See  Robert  Trumbull,  “U.S.  Circles  Vexed  by  India's  .Atti¬ 
tude,”  New  Yor/^  Times,  June  29,  1948. 


PRIORITY  FOR  EUROPEAN  RECOVERY 

Although  the  capacity  of  the  United  States  to 
supply  goods  and  services  for  reconstruction  and 
development  is  unmatched,  it  is  not  unlimited.  Our 
'exports  must  be  related  to  the  probable  impact  on 
the  domestic  economy  and  to  the  over-all  aims  of 
our  foreign  policy.  With  these  considerations  in 
mind,  the  Administration  has  decided  that  high 
priority  should  be  given  to  promoting  the  recov¬ 
ery  of  Western  Europe,  a  region  of  vital  importance 
to  the  United  States  and  the  world.  Restoration  of 
Eurojve’s  productive  capacity  will  mean  an  in¬ 
creasing  supply  of  capital  equipment  and  other  sup¬ 
plies  which  the  underdeveloped  countries  urgently 
need.  European  overseas  territories  are  also  to  share 
directly  in  the  aid  program,  particularly  under  ar¬ 
rangements  being  worked  out  by  the  United  States 
Economic  Co-operation  Administration  to  increase 
the  output  of  strategic  materials  for  export  to  this 
country.^ 

2.  “EGA  Presses  Hunt  for  Scarce  Ores,”  ibid.,  August  24, 
1948. 
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ERP  AND  THE  UNDERDEVELOPED  AREAS 


HARMONY  OF  INTERESTS  POSSIBLE 

The  recovery  of  Western  Europe  is,  in  fact,  the 
necessary  first  step  in  any  program  for  sustained 
world  prosperity.  To  avoid  a  permanent  decline  in 
their  standard  of  living,  ERP  members  must  ex¬ 
port  on  a  much  larger  scale  than  before  the  war. 
This  follows  from  the  fact  that  net  receipts  from 
foreign  investments,  shipping  and  other  services 
have  declined  by  some  $2  billion  as  a  result  of  the 
war;  hence,  to  maintain  the  1938  volume  of  im¬ 
ports  merchandise  exports  must  be  increased  by  a 
like  amount.^  Since  1945,  however,  a  large  part  of 
the  current  trade  deficit  of  Europe  has  been  with 
the  United  States,  while  Western  Europe  exports 
have  gone  increasingly  to  nondollar  areas.  Europe’s 
trading  partners,  in  turn,  have  also  been  buying 
more  in  the  American  market  than  they  sell  there. 
To  obtain  a  reasonable  equilibrium  in  their  bal¬ 
ance  of  payments,  ERP  countries  must  therefore 
use  their  own  domestic  resources  to  greater  advan¬ 
tage  and  at  the  same  time  increase  trade  with 
countries  that  do  not  require  payment  in  dollars. 
Larger  sales  of  light  industrial  products  in  the 
United  States  and  elsewhere  are  possible,  but  the 
world  market  for  this  type  of  merchandise  is  likely 
to  be  a  contracting  one,  given  the  prevailing  move¬ 
ment  toward  industrialization.  However,  if  West¬ 
ern  Europe  cannot  depend  on  expanding  sales  of 
textiles  and  other  consumer  goods,  it  may  well 
export  a  larger  volume  of  capital  goods  to  meet  the 
needs  of  the  primary  producers.'*  To  the  extent 

3.  See  UN  Economic  Commission  for  Europe,  A  Survey  of 
the  Economic  Situation  and  Prospects  of  Europe  (Geneva, 
1948),  pp.  65-66. 

4.  Ihid.,  p.  72. 


that  economic  development  is  along  sound  lines,  a 
rise  in  real  income  should  take  place,  increasmg 
the  capacity  to  import.  But  this  will  not  happen 
unless  industrial  growth  is  accompanied  by  an  ex¬ 
panded  output  of  primary  products,  both  for  ex¬ 
ports  and  domestic  consumption.  The  primar) 
producers,  not  yet  convinced  that  they  can  count 
on  stable  and  profitable  foreign  markets  for  a  rea¬ 
sonable  number  of  years,  are  reluctant  to  increase 
production  for  export.’ 

Western  Europe  is  thus  faced  with  a  challenge 
and  an  opportunity.  The  ERP  participants  must 
devise  a  workable  arrangement  to  ensure  a  steady 
flow  of  food  and  raw  materials,  or  face  a  decline 
in  consumption  once  American  aid  is  ended.  Since 
the  need  for  a  larger  volume  of  exports  is  clearly 
indicated,  the  obvious  solution  appears  to  be  a  pol¬ 
icy  that  pledges  maximum  co-operation  with  the 
primary  producers  in  their  efforts  to  achieve  a 
more  productive  and  better  balanced  economy.  For 
Western  Europe,  this  means  greater  emphasis  on 
the  export  of  capital  goods  to  pay  for  imports. 
The  availability  of  machinery  and  other  equip¬ 
ment  would  enable  the  underdeveloped  areas  to 
expand  and  diversify  their  output,  increase  their 
exports  and  thus  build  a  more  stable  economy. 

5.  See  UK  Colonial  Primary  Products  0)mmiitce,  Interim  Re¬ 
port  (London,  HMSO,  1948),  Colonial  No.  217,  January  1948, 
p.  7.  Primary  producers,  moreover,  do  not  have  sufficient  funds 
to  finance  the  required  expansion  of  output.  Their  complaint 
that  they  have  received  only  limited  assistance  since  1945  is  not 
altogether  unfounded — e.g.,  Latin  America  has  received  only 
$540  million  in  loans  and  grants,  and  Africa,  only  $33  million 
(of  which  S19  million  went  to  Liberia),  although  both  regions 
are  important  producers  of  basic  commodities  now  in  short 
supply.  Sec  New  Yor/^  Times,  August  24,  1948. 


In  the  October  1}  issue  of  FOREIGN  POLICY  REPORTS: 

BRITAIN  AND  WESTERN  EUROPEAN  UNION  by  Grant  S.  McClelUn 


Statement  of  the  Ownernhlp,  Management,  Circulation,  Etc., 
Required  by  the  Actw  of  Consress  of  Ausnst  84,  1>18,  and 
March  3,  1933,  of 

FOREIGN  POLICY  REPORTS 
Published  semi-monthly  at  New  York  16,  N.  Y.  for  October  1,  1948. 

State  ol  New  York,  County  of  New  York,  ss: 

Before  me,  a  Notary  Public  in  and  for  the  State  and  county 
aforesaid,  personally  appeared  Vera  Micheles  Dean,  who,  having 
been  duly  sworn  according  to  law,  deposes  and  says  that  she  is  the 
Editor  of  the  Foreign  Policy  Reports,  and  that  the  following,  is,  to 
the  best  of  her  knowledge  and  belief,  a  true  statement  of  the  owner¬ 
ship.  management  (and  if  a  daily,  weekly,  semiweekly  or  triweekly 
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the  date  shown  in  the  above  caption,  required  by  the  Act  of 
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1.  That  the  names  and  addresses  of  the  publisher,  editor,  manag¬ 
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Publisher — Foreign  Policy  Association,  Incorporated,  22  East  38th 
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Editor — Vera  Micheles  Dean,  22  East  38th  St.,  N.  Y.  16,  N.  Y. 

Man.aging  Editor — None. 

Business  Managers — None. 

2.  That  the  owner  is: 

Foreign  Policy  Association,  Incorporated,  22  East  38th  St.,  N.  Y.  16. 
N.  Y.,  the  principal  officers  of  which  are:  Brooks  Emeny,  President: 
Helen  M.  Daggett,  Secretary,  both  of  22  East  38th  Street,  N.  Y.  16, 


N.  Y. ;  and  Eustace  Seligman,  Treasurer,  48  Wall  Street,  N.  Y.  5, 
N.  Y. 

3.  That  the  known  bondholders,  mortgagees,  and  other  secuiity 
holders  owning  or  holding  1  per  cent  or  more  of  total  amount  of 
bonds,  mortgages,  or  other  securities  are: 

None. 

4.  That  the  two  paragraphs  next  above,  giving  the  names  of 
the  owners,  stockholders,  and  security  holders,  if  any,  contain 
not  only  the  list  of  stockholders  and  security  holders  as  the? 
appear  upon  the  books  of  the  company  but  also,  in  cases  where  the 
stockholcler  or  security  holder  appears  upon  the  books  of  the  com¬ 
pany  as  trustee  or  in  any  other  hduciary  relation,  the  name  of  (he 
person  or  corporarion  for  whom  such  trustee  is  acting,  is  given, 
also  that  the  said  two  paragraphs  contain  statements  embracioi 
affiant’s  full  knowledge  and  belief  as  to  the  circumstances  and  con¬ 
ditions  under  which  stockholders  and  security  holders  who  do  not 
appiear  upon  the  books  of  the  company  as  trustees,  hold  stock  and 
securities  in  a  capacity  other  than  that  of  a  bona  fide  owner;  and 
this  affiant  has  no  reason  to  believe  that  any  other  person,  associa¬ 
tion,  or  corporation  has  any  interest  direct  or  indirea  in  the  said 
stock,  bonds,  or  other  securities  than  as  so  stated  by  her. 
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